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DELMARVA POWER & LIGHT COMPANY
TESTIMONY OF LEONARD J. BECK
BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE
CONCERNING THE ANNUAL GAS ENVIRONMENTAL
SURCHARGE RIDER (ESR) RATE REVIEW
PSC DOCKET NO. 08-_

: Please state your name, position and business address.

My name is Leonard Joseph Beck, MBA, Senior Regulatory Affairs
Analyst, testifying on behalf of Delmarva Power & Light Company (“Delmarva

Power” or “Company”), located at I-95 and Route 273, P.O. Box 9239, Newark,

Delaware 19714-9239.

Q: What is your educational and professional background and experience?

I earned a Master of Business Administration Degree in August 2000 at
the Wilmington College (now Wilmington University) in Wilmington, Delaware.
My current and prior employment information is contained in my resume, which

1s attached at the end of the testimony and marked as Schedule LIB-1.

Q: Have you testified before the Delaware Public Service Commission?

Yes. I provided testimony in the Gas Environmental Surcharge Rider

filing DE PSC Docket Numbers 06-283 (in 2006) and 07-237 (in 2007).

Q: What is the purpose of your testimony?

The purpose of my testimony is to support the Company’s Annual
Application for a review of the Gas Environmental Surcharge Rider Rate (“ESR

Rate”). I will discuss the costs expended in the Environmental Cost Year
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6.

(“ECY”) of June 1, 2007 through May 31, 2008 and detail the calculation of the

proposed ESR Rate decrease.

Q: What is the Company requesting?

Q:

The Company is requesting to decrease the current ESR Rate of $0.00238

per ccf to $0.00175 for the new recovery year effective November 1, 2008.

Has the Company proposed any Rate Structure Redesign of its ESR Rate in

this proceeding?

No. The Company has not proposed any rate structure redesign in this
filing. The Company has calculated the rate using the same methodology

approved by the Commission by Order No. 6401 in Docket No. 04-53.

Q: Please explain the background of the ESR Rate.

In Docket No. 03-127, the Company filed for a change in Gas Base Rates
in March 2003. In that proceeding, the Company had requested recovery of
certain expenses associated with remediation of its Manufactured Gas Plant sites.
The parties entered into a Settlement in the Gas Base Rate Case which was
approved on December 9, 2003 by Commission Order No. 6327. The Settlement
Agreement contained a provision which allowed the Company to file for a
separate mechanism to recover appropriate costs associated with the remediation
of the Manufactured Gas Plants. Section II A 2 of the approved Settlement

Agreement is below:

The Parties agree that, should the Commission approve this
Settlement, the Company will file an application for a change in
its tariffs to implement an environmental remediation surcharge,
equivalent to the mechanism that Chesapeake Utilities currently
has in effect. The Company will file this request separately,
including  $522,988 (actual incremental "out-of-pocket"




1 expenses as described in Staff witness Henkes' testimony, Ex.

2 19 at 63) as the initial amount to be recovered under the

3 surcharge mechanism. The proposed surcharge rider for

4 research and development projects has been withdrawn from

5 this proceeding and will not be reflected in tariffs as an outcome

6 of this proceeding.

7

8 The Company filed the Application to establish this Gas Environmental Surcharge
9 mechanism on February 13, 2004 in Docket No. 04-53. The Company’s
10 Application requested recovery of the $522,998 specified in the Settlement
11 Agreement in Docket No. 03-127. A complete summary of the recovery requests
12 and results from 2003 through 2008 are contained in worksheet LIB-2.

13 8. Q: Please explain the outcome of the Company’s most recent annual

14 Environmental Surcharge Filing in PSC Docket No. 07-237.

15 A: In its Application, the Company filed the annual Gas ESR rate review
16 effective November 1, 2007, coincident with the effective date of the Company’s
17 annual Gas Cost Rate filing. The Company recommended that the Gas ESR rate
18 level be maintained. The Commission Staff reviewed the Company’s testimony
19 and supporting documentation, and Staff filed testimony that supported
20 maintaining the current ESR rate as previously filed. On June 17, 2008, by Order
21 No. 7407, the Commission approved maintaining the previous Environmental
22 Surcharge Rider rate (unchanged) through 10-31-2008.

23 9. Q: _Please review any contested issues in PSC Docket No. 07-237?

24 A: There were no contested issues in the filing last year.

25 10. Q: _Which sites were involved in environmental remediation in Delaware for the

26 Company’s Manufactured Gas Plants?
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A:

11. Q:

A:

12. Q:

The Company has two former Manufactured Gas Plant locations in
Delaware.  For remediation purposes, Delaware Natural Resources and
Environmental Control (DNREC) divided the first of two sites (the Wilmington
plant) into three sites. The location of the second plant is in New Castle,
Delaware; which is not being remediated at this time. The three DNREC
designated sites in Wilmington include: Wilmington Coal Gas Site-North,
Wilmington Coal Gas Site — South, and the Public Works Yard. These otherwise
contiguous plant sites were separated by South Madison and Beech Streets prior
to the recent redevelopment.

For the Environmental Cost Year June 1, 2007 to May 31, 2008, expenses were
only incurred on the Wilmington Coal Gas Site: South.

Please review the level of cost recovery the Company is requesting in_this

filing.

Schedule LIB-3 is a schedule of the Environmental Expenses that were
incurred during the Environmental Cost Year (“ECY”). Per the Company’s tariff
Leaf No. 80, the ECY is defined as “the time period over which environmental
costs are incurred and any payments from other parties are netted against those
costs. The ECY will include actual data recorded for the year. Recovery of
environmental costs for an ECY will begin with the Recovery year that starts
immediately following the end of the ECY.” For the purposes of this Application,
the ECY runs from June 1, 2007 through May 31, 2008, and the Company
incurred costs of $18,913.20 during this period.

Were any payments netted against these costs during the ECY?
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A: No, the Company did not receive any payments from other parties to be
netted against these costs in the ECY.

13. Q: What types of costs make up the expenses listed on Schedule LJB-3?

A: The expenses listed on Schedule LIB-3 are made up of costs that were
billed to the Company by ENSR Corporation, an engineering and environmental
consulting firm retained by Delmarva to assist in the remediation efforts on the
Manufactured Gas Plant sites. Their work included completion of the required
Supplemental Investigation on Wilmington Coal Gas Site - South, attending
meetings with DNREC and Delmarva including preparation of responses to
DNREC comments and general project management and communications with
Delmarva regarding the required Supplemental Investigation.

14. O: What types of costs are to be recovered under this ESR?

A: Per the Company’s tariff leaf No. 79, the costs to be recovered by this
Rider are defined as: “Applicable environmental costs are those incurred as a
result of, but are not limited to investigating, testing, monitoring, remediation,
land acquisition, legal costs related directly to the site remediation, and disposal
sites. These costs must be actually incurred, incremental “out-of-pocket”
remediation related expenses and must exclude internal costs, such as internal
labor and overhead expenses.” All of the costs included in the $18,913.20 in the
ECY i1n this filing meet the above criteria.

15. Q: What type of internal review procedures does the Company employ with

respect to processing environmental invoices and tracking costs?
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A

All environmental cost invoices submitted to the Company are reviewed
by the individual who has responsibility for monitoring the environmental
activities at a particular Manufactured Gas Plant site. The reviewed invoices are
then submitted to an Environmental Manager for approval. Cost invoices for
outside legal services, when incurred, are reviewed and approved by the legal
department. Original invoice documents are retained by the approving
department.

Separate accounting orders have been established to track “Out of
Pocket” expenses eligible for inclusion in the Gas Environmental Surcharge Rider
Rate. Periodically, both during the ECY and in preparation for the annual filing, a
PHI Service Company Business Support Coordinator extracts computerized
accounting system data which documents charges to the appropriate orders. The
charges are reviewed by the Business Support Coordinator (or the Manager of
Utility Operations Finance in the Coordinator’s absence) and the Manager of Gas
Engineering or the Manager of Gas operations and Planning. If any of the
charges, in their judgment, are not properly includable as “Out of Pocket
expenditures” then a correction process is initiated through the involved
department. The final ECY report is run by the Business Support Coordinator,
reviewed and compiled for approval by the Manager of Gas Engineering as source
information for Schedule LIB-3. Paper copies of the included invoices are held

by the Business Support Coordinator and are available for review.

16. Q: Please explain how the Environmental Surcharge Rider Rate is calculated.
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There are several time periods and factors used to calculate the
Environmental Surcharge Rider Rate. The definitions of the factors and time
periods are contained on Gas Tariff Leaf Nos. 79 and 80. There is an
Environmental Cost Year (“ECY”), which was defined earlier in this testimony, a
Recovery Year, an Amortization Factor, and a Reconciliation Factor. Each of
these terms is defined below:

Recovery Year

The Recovery Year is each November 1 through October 31 and is the time
period in which the annually calculated environmental rider will be billed to firm
Customers. For purposes of this filing, the Recovery Year will begin November
1, 2008 when rates are proposed to go into effect, until October 31, 2009.

Amortization Factor

Recovery of net environmental costs incurred during an Environmental Cost Year
will be accomplished through a five year amortization, offset by the tax benefit
associated with those environmental costs as defined below. A net annual
amortization amount will be calculated for each of the five years of amortization
scheduled for the Environmental Cost Year. The amortization factor for any year
will be comprised of the total net annual amount scheduled for that year.

Reconciliation Factor

The reconciliation factor shall be equal to the over/under collection of the
environmental cost rider. Over/under collection is the accumulated experienced

net over or under recovery of the environmental costs during the twelve-month
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period ending June 30th immediately preceding the beginning of the next
recovery year.

The Environmental Surcharge Rider Rate is equal to the sum of the
amortization and reconciliation factors divided by projected firm sales over the
recovery year.

17. Q: Please describe in detail your calculations on Schedules LJB-3 and LJB-4.

A: Please reference Schedules LJB-3 through Schedule LJB-7 for the
calculation of the rate. As shown on Schedule LJB-3, the Company incurred
expenses of $18,913.20 during the ECY of June 1, 2007 through May 31, 2008.
Schedule LIB-4 is the recovery schedule of the applicable environmental costs,
and demonstrates the amortization of the costs over five years while subtracting
out the deferred tax benefit to be given to Customers. As illustrated on Schedule
LJB-4, amortizing the current costs over five years, offset with the deferred tax
benefit to Customers, yields the net recovery amount of $ 17,218.50.

The surcharge is set up to share costs between Customers and
Shareholders. This sharing is accomplished by amortizing the expenses in the
Environmental Cost Year (“ECY”) over a five year period with Customers being
responsible for the annual costs amortization and the Shareholders responsible for
the carrying costs (interest) on the unamortized cost balances. Customers receive
the benefits of the deferred taxes associated with the unamortized remediation

cost balances and no interest accrual, or interest expense, for unamortized

balances.

18. Q: Please explain Schedule LJB-5.
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A:

19. Q:

Schedule LJB-5 calculates the Reconciliation Factor or over/under
collection of the Environmental Rider for the period that preceded the recovery
year in this filing. This schedule compares the projected collections to the amount
actually collected from Customers for a certain period. As illustrated on Schedule
LJB-5, the Reconciliation factor is an under-collection of $ 8,460.77. This
reconciliation factor accounts for approximately 2.3% of the proposed net amount
to be recovered (as calculated on LIB-6).

Why does this schedule end with the period June 2008?

A

The schedule 1s updated through the last month where actual collection
information is available, which at the time of this application was June 2008. The
period of July 2008 forward will be trued-up in the Company’s next annual

Environmental Surcharge to be filed this time next year.

20. Q: Please explain Schedule LJB-6.

A

LIB-6 is a summary of all the Environmental Cost Year schedule
recoveries. This schedule illustrates a proposed net recovery of $360,233.19 for
the Recovery Year beginning November 1, 2008. This net recovery amount
includes $11,150.22 for the fifth year amortization factor for the recovery year
ending May 2004, plus $182,812.20 for the fourth year amortization factor for the
recovery year ending May 2005, plus $145,239.22 for the third amortization year
for the recovery year ending May 2006, plus $9,466.02 for the second year
amortization factor for the recovery year ending May 2007, plus $3,104.76 for the

latest ECY of June 2007 through May 2008 (calculated on Schedule LIB-4), plus



1 the $8,460.77 of under-collection through June 2008 as calculated on Schedule

2 LIB-S.

3 A total of $549,232.41 in remediation expenses remains uncollected at the

4 time of this filing. This calculation is reflected on the lower portion of LJB-6.

5 21.Q: Please explain the actual calculation of the rate on Schedule LJB-7.

6 A: The total recovery amount of $360,233.19 as calculated on Schedule LJB-

7 6 1s then grossed up by 0.3% in order to recover the Delaware Public Service

8 Commission assessmént. With this addition, the Total Net Recovery for the

9 period November 1, 2008 through October 31, 2009 is $361,313.89. This is the
10 amount that the Company targets to collect from Customers. Schedule LJB-7
11 calculates the ESR Rate level by dividing the total net recovery by the projected
12 firm sales for the Recovery Year, 20,672,070 mcf, resulting in a rate of $0.01748
13 per mcf or $0.00175 per ccf. Since the current rate is $0.00238 per ccf, the
14 calculated decrease is $0.00063 per ccf, or $0.076 for 120 ccf: a typical
15 Residential winter heating bill amount.

16 22.Q: How was the firm sales forecast developed which is used in this filing for the

17 calculation of the ESR?

18 A: The sales forecast used in the calculation of this rate was developed for the
19 Company’s annual Gas Cost Rate (GCR) filing for the period November 1, 2008
20 through October 31, 2009, proposed to become effective November 1, 2008. The
21 sales forecast is discussed in the testimony of Company witness Mr. Philip L.
22 Phillips, Jr. and is found in the Gas Cost Rate filing titled, Schedule PLP-1 GCR
23 + ESR Sales Forecast 08-09.

10
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23. Q: Please address any changes in ownership of the sites and update the

Company’s estimate of when it anticipates the remediation of its known sites will

be completed?

A: There has been no change of Delmarva ownership in any of the identified
sites since the previous annual filing (Docket No.07-237). Delmarva currently
continues to own the majority of the area designated by DNREC as Wilmington
Coal Gas Site - South. Delmarva currently expects to incur remediation-related
expenses for the Wilmington sites through approximately 2010.

24. Q: What is the Company’s current estimate of additional required remediation
expenses for the Wilmington Manufactured Gas Plant areas?

A. As of May 31, 2008, the close of the Environmental Cost Year in this
filing, the Company estimates approximately $1,431,000 for future Wilmington
Manufactured Gas Plant out-of-pocket remediation cost. The estimate last year
was $1,450,000. The new estimate is essentially the same, less the $19,000 spend
during the current Environmental Cost Year ending May 31, 2008. The actual
costs to be incurred are largely in the control of DNREC, however, which
determines the degree of remediation at the sites.

25. Q: Please identify the Customers who are subject to the Environmental

Surcharge Rider Rate.

A: The rider is applicable to all firm delivery service Customers, including
Classifications: Residential Gas Sales Service “RG”, General Gas Sales Service

“GG”, Medium Volume Gas Sales Service “MVG”, Large Volume Gas Sales

11




1 Service “LVG”, General Volume Firm Transportation “GVFT”, Medium Volume
2 Firm Transportation “MVFT”, and Large Volume Firm Transportation “LVFT”.

3  26.Q: What is the impact of this filing on Customers?

4 A: Since the Company is requesting a decrease in the Environmental
5 Surcharge Rate, there will be a $0.076 decrease for the typical monthly heating
6 bill with 120 ccf usage. Refer to the Customer Billing Comparisons that make up
7 Schedule LIB-8 for additional details.

8 27.Q: Please explain the Company’s expectation of timing of this filing.

9 A: The Company’s Gas Tariff Leaf No. 79 states “The Company will file
10 with the Commission a copy of the environmental surcharge rider computation at
11 least 30 days prior to the proposed effective date of November 1.” These tariff
12 leafs were approved by the Commission in Docket No. 04-53. Therefore, by the
13 Company filing this application on August 29, 2008, the requirement to file a
14 copy of ESR computation at least 30 days prior to the effective date is met, and
15 the Company proposes that the new rate will go into effect on November 1, 2008
16 subject to refund after review by the Commission.

17  28. Q: Does this conclude your testimony?
18 A: Yes.

12



Schedule LJB-1

Leonard J. Beck, MBA
Newark, Delaware
(302) 454-4839

Current employer: Delmarva Power, a subsidiary of PHI (Pepco Holding, Inc.), a Gas and
Electric Utility serving about 1.9 million Customers in Delaware, Maryland, New Jersey and
Washington, D.C.:

March 2003 to today - | currently serve as a Senior Regulatory Affairs Analyst in a
multiple-jurisdiction, Regulatory Affairs Department. | have been Case Manager on a
number of filings and provided both written and verbal testimony in the 2006 & 2007 Gas
Environmental Surcharge filings. | also participate in filings (including drafting proposed tariff
changes), such as SOS & BGS annual rate adjustments and periodic base rate cases
(including providing data request responses). | serve as a liaison and communicate regularly
with Commissioners (DE and FERC), Hearing Examiners (DE) and Commission Staff (MD &
NJ) during my typical work and reporting duties. Other tasks include tariff administration
management (for DE, MD, and NJ) and Internet updates, SOx reporting, and Enhanced
Security / Business Continuity Team management.

January 2001 — Was promoted to Regulatory Affairs Analyst. | began in the role as a
Project Manager for the design and implementation of the Regulatory Compliance System
(RCS), a tracking system insuring compliance for many departments throughout the
corporation. | learned tariff administration, the Internet update process, basic Commission
Reporting, and trained co-workers in the use of computer programs.

August 2000 — | completed a Master of Business Administration (MBA) degree at Wilmington
College (now Wilmington University in Delaware) with a 3.96 GPA. My focus was finance,
business management and human resources.

September 1998 to December 2000 — Joined the Administration Technology team as an
Analyst and worked primarily in a Project Manager role preparing the Call Centers and
Support areas for Y2K. During this assignment, | organized a multi-utility Y2K workshop at
the Conference Center, which | hosted. Twenty utilities participated.

April 1997 to September 1998 — | was hired by Delmarva Power to serve in the Call Centers
in Newark, DE. During the first 1.5 years, | learned all aspects of electric and gas business
(Regulated and Non-Regulated) relating to Customer Service. | assisted in training new
employees, wrote training and procedure documents, and became familiar with the billing
systems.

Past Employers:

1995 to 1997 — Was Marketing Manager for Document Security Management, Inc. of
Newark, DE. | assisted in setting up this new franchise and obtained new Customer
business through mail, phone and in-person contacts. | coordinated participation at several
trade shows and local Chamber of Commerce functions.

1993 to 1994 — | served as International Marketing Manager for AstroPower, Inc., a past
Delaware photovoltaic manufacturer. | communicated with customers worldwide via phone,
mail and fax. My writing projects included brochures, technical manuals, news articles for




Schedule LJB-1
publication, specifications, and quotations for solar cells, modules and processing equipment
in value up to $3 million. My largest sale was a year contract for $1 million of solar cells per
month with an Indian firm.

e 1987 to 1992 — Controller and Sales Manager for Bell Thermolite, Inc., a window and door
manufacturer. My first assignment was to process an accounting computer system upgrade.
| prepared computerized monthly financial statements, yearly budgets, bank vs. revenue
reconciliation, audits, maintained the general ledger, and supervised the office staff. The
company’s annual revenue was about $4 million. Other duties included processing the
weekly payroll and related tax reports for about 65 employees.

e 1985 to 1987 — President and CEO of Cortex America, Inc. of Wilmington, DE. | founded
this corporation to import cork products. Managed all aspects related to purchasing, sales,
production, transportation and accounting. Sold product to corporations including Corning
Glass, Armstrong World Industries, Gallo Winery and others. During this period, | also
worked in temporary accounting positions.

e 1981 to 1985 — Controller for Maryland Cork Company, Inc. located in Elkton, MD.
Prepared computerized monthly financial statements, yearly budgets, bank vs. revenue
reconciliation, audits, maintained the general ledger, assisted with union negotiations,
Customer Service & purchasing for this ground cork products manufacturer / importer. |
converted the company bookkeeping system from a hand written ledger system to a
computerized accounting system.

e 1979 to 1980 — Assembly Department Manager for General MetalCraft, Inc., located in
Dover, DE.  Managed a union shop of 50 union employees, supervisors and quality
inspectors, and was Production Controller for the entire facility of about 450 employees.

o 1977 to 1978 — Public Accountant for Vertex Business Systems, Inc. of Newark, DE. Was
Public Accountant for 75 small business owners located in the Delaware valley. | visited
clients monthly and quarterly to review computerized financial statements, prepare payroll
taxes, advised on readiness for year-end taxes, and prepared individual, partnership and
corporate taxes for my clients and their families.

Hobbies and Interests outside Work:
| enjoy volleyball and fitness activities, wood carving, 3-dimentional art projects, gardening and
electric vehicles and vehicle-to-grid technology.
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